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STATUS  REPORT  ON  IMPLEMENTATION  OF  THE  HOME  HEALTH 
AGENCY  PROSPECTIVE  PAYMENT  DEMONSTRATION 

Executive  Summary 


INTRODUCTION 

This  report  is  prepared  in  response  to  section  4027  of  P.L.  100-203,  the  Omnibus 
Budget  Reconciliation  Act  of  1987  (OBRA-87),  which  directs  the  Secretary  of  Health 
and  Human  Services  to  implement  a  demonstration  testing  alternative  methods  of 
prospective  payment  for  home  health  agencies  (HHAs).  Section  4027  also  directed 
that  the  Secretary  submit  a  final  report  within  4  years  after  enactment  of  the  law  (i.e., 
December  22,  1991).  This  report  responds  to  that  requirement;  however,  because  the 
demonstration  did  not  begin  operations  until  late  1990,  this  document  is  not  a  final 
report  of  the  results  of  the  demonstration  (i.e.,  of  the  evaluation  findings).  Instead,  this 
report  describes  the  Health  Care  Financing  Administration's  (HCFA's)  progress  in 
implementing  the  demonstration  and  the  current  evaluation  plan. 

SUMMARY  OF  THE  DEMONSTRATION  DESIGN 

The  HHA  Prospective  Payment  Demonstration  will  test  two  types  of  prospective 
payment  rates  in  two  phases:  per-visit  rates  by  home  health  service  discipline  are 
being  tested  in  Phase  1  (which  began  in  October  1990);  and,  per-episode  payments  for 
each  episode  of  Medicare-covered  home  health  care  wUl  be  tested  in  Phase  2  of  the 
project  (scheduled  to  begin  in  late  1992).  In  each  phase,  HHAs  that  volunteer  to 
participate  will  be  randomly  assigned  to  the  prospective  payment  method  or  to  a 
control  group  that  will  continue  to  be  paid  in  accordance  with  the  current  retrospective 
cost  reimbursement  system.  Each  agency  wiU  participate  for  3  years,  beginning  on  the 
first  day  of  the  HHA's  fiscal  year.  Therefore,  because  HHAs  are  phased  in  and  out  of 
the  demonstration  over  a  period  of  time,  each  phase  will  last  more  than  3  years. 

The  per-visit  payment  method  sets  a  schedule  of  six  rates  for  each  HHA,  one  for  each 
of  the  Medicare-payable  visit  discipUnes  (skilled  nursing,  physical  therapy,  occupational 
therapy,  speech  therapy,  home  health  aide,  and  medical  social  services).  The  first  year 
prospective  payment  rates  for  each  provider  are  based  on  the  HHA's  Medicare 
allowable  costs  in  a  "base  year";  i.e.,  the  12-month  period  prior  to  the  HHA  entering 
the  demonstration.  (In  most  cases,  an  agency's  base  year  is  its  fiscal  year  which  ended 
during  1990.)  Rates  for  the  second  and  third  years  of  the  demonstration  will  not  be 
recalibrated  on  the  basis  of  actual  costs  during  the  first  year  of  the  demonstration,  but 
will  continue  to  be  based  on  the  base  year  cost  with  an  adjustment  for  inflation. 
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The  design  of  the  per-episode  payment  method  that  will  be  tested  in  Phase  2  will  set  a 
single  paymem  rate,  for  each  agency,  for  each  episode  of  Medicare-covered  home 
health.  Each  HHA's  payments  will  be  subject  to  a  case-mix  adjustment  that  will 
increase  the  payments  for  any  period  in  which  the  agency's  overall  case  mix  becomes 
more  mtense  (or  decrease  the  payments  if  its  case  mix  becomes  less  intense)  than  in  its 
base  year.  Before  the  implementation  of  Phase  2,  HCFA  expects  to  refine  the  design 
of  the  per-episode  method  using  information  from  the  initial  year  of  Phase  1 
concerning  the  effects  of  prospective  payment  on  service  utilization,  case  mix,  and 
quality. 

The  study  design  calls  for  selection  of  67  HHAs  from  the  foUowing  five  States  to 
participate  in  each  phase  of  the  demonstration 


o  California 

o  Florida 

o  Illinois 

o  Massachusetts 

o  Texas 


In  each  phase,  HCFA  wiU  recruit  a  primary  sample  of  60  non-Government  HHAs, 
located  in  metropolitan  areas,  that  were  Medicare-certified  on  or  before  January  1, 
1987.  In  addition,  a  supplemental  sample  of  agencies  located  in  rural  areas  (seven 
HHAs  in  Phase  1)  are  recruited  to  participate. 

This  sample  of  eUgible  HHAs  is  stratified  according  to  the  factors  that  are  expected  to 
exert  the  strongest  influence  on  the  outcomes  we  hope  to  measure  under  the  payment 
arrangements:  State  of  location  (due  to  State  variations  in  HHA  licensure  rules, 
Medicaid  policies,  and  utilization  patterns),  and  agency  ownership/auspice  (i.e., 
freestanding  voluntary  agencies,  freestanding  proprietary  and  private  nonprofit'  agencies, 
and  hospital-based  agencies).  Agencies  that  express  interest  in  participating  in  the 
demonstration  are  selected  from  these  categories  and  randomly  assigned  to  the 
prospective  payment  method  or  the  control  group  in  order  to  achieve  a  uniform 
distribution  across  the  States,  payment  methods  and  ownership/auspice  categories. 

PHASE  1  IMPLEMENTATION  ACnvmES 

HCFA  was  assisted  in  its  implementation  of  Phase  1  of  this  demonstration  by  its 
demonstration  contractor,  Abt  Associates.  The  recruitment  of  HHAs  to  participate  in 
the  HHA  Prospective  Payment  Demonstration  and  its  implementation  has  involved  a 
comprehensive  set  of  activities  that  include:  periodic  meetings  with  a  home  health 
industry  workgroup  consisting  of  representatives  of  national  home  health  industry 
associations  to  elicit  industry  views  and  comments  regarding  demonstration  design  plans 
and  options;  identification  of  HHAs  that  were  eligible  for  Phase  1  of  the 
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demonstration;  contacting  these  eligible  HHAs  to  provide  detailed  information  about 
the  project;  calculating  provisional  prospective  payment  rates  for  approximately  130 
eligible  HHAs  that  were  interested  in  participating;  random  assignment  of  HHAs  that 
signed  participation  agreements  to  the  per-visit  prospective  payment  method  or  the 
control  group;  training  of  participating  HHAs  in  regard  to  the  prospective  payment 
method,  demonstration  procedures,  forms  completion,  and  reporting  requirements  prior 
to  entering  the  demonstration;  formal  transfer  of  each  participating  HHA  to  the 
demonstration  fiscal  intermediary.  Blue  Cross  and  Blue  Shield  of  South  Carolina, 
effective  on  the  first  day  of  its  next  fiscal  year. 

Forty-nine  HHAs  signed  agreements  to  participate  in  the  demonstration.  HCFA's 
recruitment  efforts  had  varying  success  across  different  States  and  agency  types.  For 
example,  few  hospital-based  agencies  agreed  to  participate  and  the  number  of 
participants  is  significantly  lower  in  several  States  than  in  others.  While  these 
differential  results  are  associated  in  part  with  the  number  of  eligible  HHAs  in  each 
State  and  type,  HHAs'  decisions  about  participation  were  strongly  influenced  by  other 
factors,  such  as  their  financial  status,  the  perceived  amount  of  burden  and  financial 
risk,  and  their  own  disposition  toward  risk.  The  most  frequently  mentioned  reasons  for 
nonparticipation  can  be  grouped  into  several  general  categories: 

o       Financial:  e.g.,  fear  of  the  financial  risk,  concerns  about  potential  cost  increases. 

o       Administrative  Burden:  e.g.,  concerns  that  changing  fiscal  intermediaries,  or  the 
additional  paperwork  required  under  the  demonstration,  would  be  too 
burdensome. 

o       Timing;  e.g.,  the  timing  was  inconvenient  due  to  chzmges  that  were  occurring 
within  the  agency. 

o       An  Organizational  Decision:  the  hospital,  corporate  headquarters,  or  other 
organizational  component  controlling  the  agency  declined  to  participate. 

EVALUATION  PLANS 

In  September  1990,  HCFA  awarded  a  contract  to  Mathematica  Policy  Research,  Inc., 
to  perform  an  independent  evaluation  of  Phase  1  of  the  demonstration.  This 
evaluation  will  provide  information  about  the  effects  of  the  per-visit  prospective 
payment  method,  suggest  changes  that  would  be  appropriate  in  any  national  HHA 
prospective  payment  system,  and  propose  refinements  to  our  plans  for  implementing 
Phase  2  of  the  demonstration  (the  per-episode  payment  method)  based  on  the 
information  gathered  during  the  first  year  of  Phase  1.  The  central  questions  to  be 
addressed  by  the  evaluation  are: 
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o       Does  a  prospectively  established  per-visit  rate  prompt  agencies  to  lower  costs  to 
a  level  below  what  those  costs  would  have  been  under  conventional  Medicare 
reimbursement?  To  what  extent  are  changes  in  costs  due  to  changes  in  the 
types  of  patients  seen  rather  than  to  changes  in  the  efficiency  of  agencies? 

o       What  are  the  impacts  of  prospective  rate-setting  on  the  quality  and 
appropriateness  of  home  care  services? 

o       Do  the  prospective  rates  change  the  volume  or  mix  of  home  care  services 
supplied? 

o       What  are  the  impacts  of  prospective  rate-setting  on  the  selection  and  retention 
of  patients? 

o       What  are  the  indirect  effects  of  prospective  rate-setting  on  the  administrative 
procedures  and  costs  of  participating  agencies  and  Medicare? 

o       What  management,  financial,  and  organizational  mechanisms  do  agencies  use  to 
effect  changes  in  service  use  and  expenditures? 

o       Do  the  answers  to  the  preceding  issues  differ  for  patients  with  certain 
characteristics? 

o       What  are  the  implications  of  the  demonstration  results  for  the  objectives  and 
design  of  a  national  prospective  rate-setting  system  for  home  health  care? 

The  other  major  issue  to  be  addressed  in  the  evaluation  is  the  development  of  a  case- 
mix  measure  that  can  be  used  in  the  per-episode  system  which  will  be  tested  in 
Phase  2,  as  well  as  other  potential  refinements  to  the  per-episode  method  based  on  the 
imtial  experiences  in  Phase  1.  Our  research  design  and  evaluation  plan  for  Phase  1  of 
the  demonstration  provides  for  coUection  and  analysis  of  a  broad  range  of  variables  not 
previously  available  on  home  health  patients  in  order  to  assess  their  utility  in  predicting 
home  health  service  costs.  Several  alternative  statistical  procedures  will  be  applied  to 
these  data  to  analyze  the  length,  intensity,  and  service  patterns  of  episodes,  develop 
case-mix  groupings,  and  establish  a  case-mix  adjustor  for  Phase  2. 

To  evaluate  these  issues,  the  evaluation  will  use  three  basic  approaches: 
1)      Statistical  estimation  of  program  impacts. 


2)       Process  analyses  that  explore  operational  issues  and  explain  why  the  experience 
of  some  HHAs  differs  from  that  of  other  agencies. 
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3)       Modeling  of  the  relationship  between  client  characteristics  and  home  heahh 
resource  use. 

HCFA  plans  to  award  a  separate  contract  for  an  independent  evaluation  of  the  effects 
of  the  per-episode  payment  method  once  the  final  design  of  the  per-episode  method 
and  our  miplementation  schedule  for  Phase  2  are  firmly  established. 

CONCLUSIONS 

In  response  to  the  mandate  in  section  4027  of  P.L.  100-203,  HCFA  and  its  contractors 
involved  m  this  demonstration  (Abt  Associates,  Blue  Cross  of  South  Carolina,  and 
Mathematica  PoUcy  Research,  Inc.)  have  devoted  considerable  resources  during  1990 
and  1991  to  the  implementation  of  the  HHA  Prospective  Payment  Demonstration 
After  a  substantial  recruitment  effort.  Phase  1  of  the  demonstration  successfully 
commenced  operations  on  October  1,  1990.  Despite  difficulty  in  recruiting  the  desired 
number  of  agenaes  among  specific  subgroups  (i.e.,  among  hospital-based  HHAs  and  in 
certain  States),  49  HHAs  signed  participation  agreements  and  underwem  a  smooth 
transition  mto  the  demonstration.  We  wiU  continue  our  development  of  the  evaluation 
strategy  for  the  first  phase,  including  plans  to  refine  our  proposed  design  of  a  per- 
episode  prospective  payment  method  to  be  tested  in  the  demonstration's  second  phase 
The  data  bemg  coUected  during  Phase  1  of  the  project  wiU  be  valuable  for  refining  the 
per-episode  payment  methodology,  for  exploring  possible  case-mix  classification  systems 
for  home  health  patients,  and  for  better  understanding  HHAs'  behavior  under 
prospective  payment  systems. 
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STATUS  REPORT  ON  IMPLEMENTATION  OF  THE  HOME  HEALTH 
AGENCY  PROSPECTIVE  PAYMENT  DEMONSTRATION 


I.  INTRODUCTION 

A»       Summary  of  Legislative  Requirements 

This  report  is  prepared  in  response  to  section  4027  of  P.L.  100-203  the 
Omnibus  Budget  Reconciliation  Act  of  1987,  which  directs  the  Secretary 
of  Health  and  Human  Services  to  implement  a  demonstration  testing 
ahemative  methods  of  prospective  payment  for  home  health  agencies 
(HHAs).  Section  4027  also  directed  that  the  demonstration: 

o       test  alternative  methods  of  paying  HHAs  on  a  prospective  basis; 

0       be  designed  in  a  manner  to  enable  the  Health  Care  Financing 

Administration  (HCFA)  to  evaluate  the  effects  of  various  methods 
of  prospective  payment,  including  payments  on  a  per  visit,  per 
case,  and  per  episode  basis;  and 

o       evaluate  the  effects  on  program  expenditures,  access  to,  and  quality 
of,  home  health  care  and  HHA  operations. 

This  legislation  also  directed  that  the  Secretary  submit  two  Reports  to 
Congress: 

(1)  an  initial  report  which  was  to  be  submitted  to  Congress  within  1 
year  after  enactment  of  the  law.  This  initial  report'  describing  the 
design  of  the  demonstration  was  submitted  to  Congress  on  (date  to 
be  inserted  upon  submission  of  first  report)  ; 

(2)  a  final  report  within  4  years  after  enactment  of  the  law  (i  e 
December  22,  1991). 


"^^^  DesiRn  of  the  Home  Health  Agency  Prospective  Payment  Demonstration.  Report  to 
Congress,  1991 
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B.       Purpose  of  this  Report 

This  report  responds  to  the  requirement  for  the  second  Report  to 
Congress.  However,  because  the  demonstration  did  not  begin  operations 
until  late  1990,  this  document  is  not  a  final  report  of  the  results  of  the 
demonstration  (i.e.,  of  the  evaluation  findings).  Instead,  this  repon 
provides  an  update  of  the  previous  report  and  describes  HCFA's  progress 
in  implementing  the  demonstration. 

n.      SUMMARY  OF  THE  DEMONSTRATION  DESIGN 

The  HHA  Prospective  Payment  Demonstration  design  was  developed  by  Abt 
Associates,  Inc.,  under  contract  with  HCFA.  The  foUowing  are  key  components 
of  the  design  of  the  demonstration,  which  was  described  in  more  detail  in  the 
previous  Report  to  Congress.^ 

A.      Objectives  of  the  Demonstration 


The  objectives  of  the  demonstration  are  to: 


design  and  test  two  very  different  prospective  payment  methods 
with  differing  incentives  for  HHAs; 

study  the  response  of  HHAs  to  particular  methods  in  terms  of 
behavior,  service,  and  case  mix; 

assess  which  method  encourages  the  most  desirable  responses  in 
terms  of  efficiency  and  effectiveness; 

assess  whether  prospective  payment  is  preferable  to  the  current 
Medicare  system  of  cost  reimbursement  for  HHAs;  and 

learn  whether  prospective  payment  can  contain  costs  without 
curtailing  quality,  appropriateness,  and  access  to  services. 


The  demonstration  design  is  also  described  in  detail  in  Schmitz  et  al..  Home  Health  Apencv 
Prospective  Payment  Demonstration:  Report  on  Project  Design.  February  7990 
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Prospective  Payment  Methods  Tested 

The  demonstration  wUl  test  two  types  of  prospective  payment  rates  in  twc 
phases:  Per-visit  rates  by  home  heahh  service  discipline  are  being  tested 
m  Phase  1  (which  began  in  October  1990),  and  per-episode  payments  for 
each  episode  of  Medicare-covered  home  health  care  will  be  tested  in 
Phase  2  of  the  project  (scheduled  to  begin  in  late  1992).  In  each  phase, 
HHAs  that  volunteer  to  participate  will  be  randomly  assigned  to  the 
prospective  payment  method  or  to  a  control  group  that  will  continue  to 
be  paid  in  accordance  with  the  current  retrospective  cost  reimbursement 
system.  Each  agency  will  participate  for  3  years,  beginning  on  the  first 
day  of  the  HHA's  fiscal  year.  Therefore,  because  HHAs  are  phased  in 
and  out  of  the  demonstration  over  a  period  of  time,  each  phase  will  last 
more  than  3  years. 


1.       The  Per-Visit  Payment  Method 

The  per-visit  payment  method  sets  a  schedule  of  six  rates  for  each 
HHA,  one  for  each  of  the  Medicare-payable  visit  disciplines 
(skilled  nursing,  physical  therapy,  occupational  therapy,  speech 
therapy,  home  health  aide,  and  medical  social  services).  If  an 
HHA's  volume  of  service  increases  (or  decreases)  substantially 
during  the  demonstration,  payment  rates  will  be  adjusted  downward 
(or  upward)  to  reflect  economies  of  scale  due  to  the  spreading  of 
overhead  costs  over  a  larger  (or  smaller)  volume  of  visits. 

The  first  year  prospective  payment  rates  for  each  provider  are 
based  on  the  HHA's  Medicare  allowable  costs  in  a  "base  year"; 
i.e.,  the  12-month  period  prior  to  the  HHA  entering  the 
demonstration.  (For  most  participating  HHAs,  the  agency's  base 
year  is  its  fiscal  year  which  ended  during  1990.)  This  principle  of 
basing  an  HHA's  payment  on  its  own  historical  costs  encourages 
both  high  and  low  cost  providers  to  participate  in  the 
demonstration  so  that  HCFA  can  observe  the  effects  of  prospective 
payment  incentives  on  both  types  of  agencies. 

Initially,  provisional  payment  rates  are  set  for  each  agency  using  its 
most  recent  available  cost  data.  These  rates  are  finalized  once  the 
HHA's  base  year  costs  are  finalized,  i.e.,  when  the  cost  report  for 
the  base  year  is  reviewed,  audited,  and  settled  by  its  Medicare 
fiscal  intermediary. 
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Rates  for  the  second  and  third  years  of  the  demonstration  will  not 
be  recalibrated  on  the  basis  of  actual  costs  during  the  first  year  of 
the  demonstration,  but  will  continue  to  be  based  on  the  base  year 
cost  with  an  adjustment  for  inflation.  Adjusting  rates  for  actual 
costs  incurred  during  the  demonstration  would  penalize  HHAs  that 
reduce  costs  in  the  early  years  of  the  demonstration  and  reward 
agencies  that  do  not. 

Certain  services  and  items  continue  to  be  paid  in  accordance  with 
current  Medicare  payment  principles:  durable  medical  equipment; 
new  services  for  which  the  agency  has  no  cost  history;  and 
ambulatory  services  not  provided  under  a  home  health  plan  of 
treatment. 

To  mitigate  a  concern  that  HHAs'  fear  of  the  risk  of  financial 
losses  would  tend  to  increase  selection  bias  (i.e.,  HHAs  of  certain 
types  or  sizes  may  choose  not  to  participate),  HCFA  will  pay 
participating  agencies  for  losses  in  excess  of  5  percent  of  Medicare 
allowable  costs,  not  to  exceed  the  Medicare  reasonable  cost  limits. 
While  this  level  of  risk-sharing  mitigates  HHAs'  concerns  about 
exorbitant  financial  losses  under  the  demonstration,  the  potential 
for  losses  is  still  sufficient  to  provide  appropriate  incentives  for 
agencies  to  economize.  HCFA  also  shares  in  agency  profits. 

2.      The  Per-Episode  Payment  Method. 

The  per-episode  payment  method  will  set,  for  each  participating 
agency,  a  single  flat  payment  for  each  episode  of  Medicare- 
covered  home  health.  Under  the  current  design  of  this  payment 
method,  each  HHA's  payments  will  be  subject  to  a  case-mix 
adjustment  that  will  retroactively  increase  the  payments  for  any 
period  in  which  the  agency's  overall  case  mix  becomes  more 
intense  (or  decrease  the  payments  if  its  case  mix  becomes  less 
intense)  than  in  its  base  year.  This  adjustment  is  intended  to 
neutralize  the  incentive  to  "skim"  less  expensive  cases  (and  not 
serve  more  expensive  patients)  as  well  as  protect  HHAs  from 
uncontrollable  cost  increases  due  to  increased  case-mix  intensity. 
Many  of  the  principles  of  the  per-visit  payment  method  tested  in 
Phase  1  are  followed  in  the  current  design  for  the  per-episode 
payment  method  (e.g.,  agency-specific  payment  rates,  initial 
establishment  of  provisional  rates,  exclusion  of  certain  services  and 
items  from  prospective  payment). 
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Before  the  implementation  of  Phase  2,  HCFA  expects  to  develop 
an  improved  case-mix  adjustment  methodology  and  wiU  explore 
other  refinements  to  the  design  of  this  method  using  patient-level 
data  and  other  mformation  from  Phase  1  concerning  the  effects  of 
prospective  payment  on  service  utilization,  case  mix,  and  quality  of 


C      Samoie  Design 

The  study  design  calls  for  selection  of  a  total  of  approximately  67  HHAs 
from  the  foUowing  five  States  to  participate  in  each  phase  of  the 
demonstration. 


o  California 

o  Florida 

o  Illinois 

o  Massachusetts 

o  Texas 


These  States  were  selected  to  represent  potential  regional  variations  in 
home  health  utilization  patterns,  provide  large  numbers  of  Medicare 
HHAs  for  recruitment,  and  because  of  the  absence  of  unusual  or 
confounding  factors. 

In  each  phase,  HCFA  will  recruit  a  sample  of  60  non-Government  HHAs, 
located  in  metropolitan  areas,  that  were  Medicare-certified  on  or  before 
January  1,  1987.  In  addition,  a  sample  of  agencies  located  in  rural  areas 
(seven  HHAs  in  Phase  1)  are  recruited  to  participate.  Separate  analyses 
of  the  urban  and  rural  agencies  will  be  conducted. 

This  sample  of  eligible  HHAs  is  stratified  according  to  the  factors  that 
are  expected  to  exert  the  strongest  influence  on  the  outcomes  we  hope  to 
measure  under  the  payment  arrangements:  State  of  location  (due  to 
State  variations  in  HHA  licensure  rules.  Medicaid  policies,  and  utilization 
patterns),  and  agency  ownership/auspice  (i.e.,  fi-eestanding  voluntary  and 
private  nonprofit  agencies,  freestanding  proprietary  agencies,  and 
hospital-based  agencies).  Agencies  that  express  interest  in  participating  in 
the  demonstration  are  selected  fi-om  these  categories  and  randomly 
assigned  to  the  prospective  payment  method  or  the  control  group,  with 
the  goal  of  achieving  a  uniform  distribution  across  the  States,  payment 
methods  and  ownership/auspice  categories. 
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To  reduce  the  possibility  that  agencies  with  different  characteristics  would 
decide  to  panicipate  in  the  two  phases  (possibly  reducing  the 
generalizability  of  our  evaluation  findings  and  our  ability  to  compare  the 
results  of  Phase  1  and  Phase  2),  all  eligible  Medicare  HHAs  in  the  five 
States  were  randomly  assigned  to  two  separate  recruitment  pools.  That 
is,  one  pool  was  invited  to  panicipate  in  Phase  1,  and  one  will  be  given 
an  opportunity  to  participate  in  Phase  2. 

ni.     STATUS  OF  PHASE  1  IMPLEMENTATION 

A.       Impiementation  Activities 

HCFA  was  assisted  in  its  implementation  of  Phase  1  of  this 
demonstration  by  its  implementation  contractor,  Abt  Associates.  The 
effort  to  recruit  HHAs  to  participate  in  the  HHA  Prospective  Payment 
Demonstration  and  to  facilitate  their  entry  into  the  project  has  invoked 
the  following  steps: 

0       HCFA  held  periodic  meetings  of  a  home  health  industry 

workgroup  consisting  of  representatives  of  the  foUowing  national 
home  health  industry  associations:  the  National  Association  for 
Home  Care,  the  Visiting  Nurse  Associations  of  America,  the 
American  Federation  of  Home  Health  Agencies,  the  Home  Health 
Services  and  Staffing  Association,  and  the  American  Hospital 
Association.  This  workgroup  was  established  by  HCFA  in  1989  to 
elicit  industry  views  and  comments  regarding  demonstration  design 
plans  and  options.  The  workgroup  has  continued  to  meet  with 
HCFA  periodically  during  the  site  recruitment  and  operational 
stages  of  the  project  to  coordinate  site  recruitment  activities  and  to 
share  information  and  views  related  to  the  progress  of  the 
demonstration. 

o       Abt  Associates  identified  eligible  HHAs  for  Phase  1  of  the 

demonstration  using  data  from  the  Medicare  Provider-of-Service 
File,  supplemented  by  information  furnished  by  HHAs  during 
earlier  group  meetings  held  by  Abt  Associates.  Agencies  identified 
in  the  file  as  non-Government,  located  within  Metropolitan 
Statistical  Areas  in  the  five  demonstration  States,  and  which  had 
been  Medicare-certified  for  more  than  3  years  (so  that  initial  start- 
up costs  and  fluctuations  in  patient  caseloads  experienced  by  new 
agencies  would  have  stabilized),  made  up  the  primary  recruitment 


7 


sample.  An  additional  sample  of  rural  agencies  was  selected  in 
Illinois  and  Texas.  Approximately  1,200  HHAs  met  the  initial 
eligibility  criteria.  Half  of  these  agencies  were  randomly  assigned 
to  a  recruitment  pool  for  Phase  2.  As  indicated  by  Table  1,  the 
resulting  cohort  of  HHAs  eligible  for  participation  in  Phase  1 

TABLE  1 

COHORT  OF  HHAS  EUGIBLE  FOR  PARTICIPATION  IN  PHASE  I 
By  Agency  Type  and  State  Of  Location 
As  of  May  1,  1991 

I  LOCATION  OF  HHA 

TYPE  OF  HHA      |      California       Florida      Iliinois    Massachusetu      Texas  TOTAL 

 L  

URBAN  HHA  

-  Voluntary  and 

private  nonprofit  31  22  26  44  29  152 

-  Proprietary  84  44  42  11  87  268 

-  Hospiial-baied  53  8  25  6  36  128 


RURAL  HHA  _  _  15  -  56 


71 


TOTAL  HHA  168  74  108  61  208  619 


consisted  of  619  HHAs,  which  allowed  for  a  substantial  amount  of 
agency  attrition  during  the  recruitment  process.^ 

The  HHAs  that  were  eligible  to  participate  in  Phase  1  were 
contacted  by  mail  to  notify  them  of  their  eligibility  to  participate  in 
the  project.  An  introductory  letter  from  HCFA  describing  the 
importance  of  the  demonstration  was  mailed  to  these  HHAs  in 
Jime  1990.  In  July,  Abt  Associates  mailed  informational  materials 
concerning  the  demonstration  that  described  the  project  in  more 
detail.  The  letter  was  followed  2  weeks  later  by  a  telephone  call 
from  a  trained  Abt  Associates  interviewer  to  determine  an  agency's 
preliminary  interest  in  participating  and  to  schedule  meetings  of 


Subsequently  during  the  recruitment  process,  162  of  the  619  HHAs  were  found  to  have  gone  out 
of  business,  terminated  from  Medicare,  or  undergone  significant  organizational  changes  (e.g.,  were 
bought  or  sold)  that  necessiuted  their  removal  from  the  list  of  eligible  HHAs,  so  the  net  cohort 
of  HHAs  eventually  was  found  to  consist  of  457  agencies. 
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Abt  representatives  with  interested  agencies  to  provide  stiU  more 
information  about  the  demonstration. 

Abt  Associates  staff  conducted  follow-up  site  visits  to  interested 
individual  HHAs  to  further  explain  the  demonstration  and  coUect 
baseline  information.  The  purposes  of  the  site  visit  were:  (1)  to 
provide  the  agency  with  the  additional  information  about  the 
demonstration  that  they  need  to  make  a  decision  regarding 
participation;  and  (2)  to  coUect  qualitative  and  quantitative  baseline 
data  to  assist  in  payment  rate  calculations,  training,  startup,  and 
ongoing  monitoring.  A  questionnaire  was  completed  for  each 
HHA  to  collect  a  uniform  set  of  information  about  the 
characteristics  of  each  agency.  This  information  wiU  be  used  to 
help  assess  the  ways  in  which  HHAs  that  participate  in  the 
demonstration  are  or  are  not  representative  of  the  overall 
composition  of  HHAs  that  participate  in  the  Medicare  program. 

For  more  than  130  eligible  HHAs  that  expressed  interest  in 
participating,  provisional  payment  rates  were  calculated  using  each 
HHA's  most  recent  Medicare  cost  report  (the  provisional  payment 
rates  are  based  on  an  agency's  most  recent  Medicare  costs  at  the 
start  of  the  demonstration). 

HHAs  were  asked  to  sign  provider  agreements  to  participate  once 
they  had  been  fully  briefed  on  the  demonstration  and  had  received 
information  about  their  provisional  payment  rate  calculations.  The 
provider  agreement  outhnes  all  changes  in  HHA  practice  from  the 
cunent  Medicare  program  and  establishes  ground  rules  for  the 
demonstration  period.  A  demonstration  protocol  describing  the 
demonstration  design,  details  of  the  payment  methods,  and 
participation  requirements  are  incorporated  into  each  agreement. 
HHAs  that  decided  to  participate  and  signed  the  agreement  then 
were  randomly  assigned  to  the  per-visit  prospective  payment 
method  or  the  control  group. 

Participating  HHAs  received  training  related  to  the  prospective 
payment  method,  demonstration  procedures,  forms  completion,  and 
reporting  requirements  prior  to  entering  the  demonstration. 
During  the  training  session,  agency  staff  were  fully  briefed  on  the 
details  of  the  payment  methods,  the  role  of  the  fiscal  intermediary, 
the  quality  assurance  and  project  monitoring  activities,  the  extent 
of  the  reporting  requirements,  and  the  evaluation  of  the 
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demonstration.  A  detailed  operations  manual  was  provided  to 
inform  the  HHAs  of  operating  procedures  and  requirements 
throughout  the  demonstration. 

0       Each  participating  HHA  that  entered  the  demonstration  was 
transferred  to  the  demonstration  fiscal  intermediary,  Blue  Cross 
and  Blue  Shield  of  South  Carolina,  effective  on  the  first  day  of  its 
next  fiscal  year.  Considerable  effort  was  devoted  by  HCFA's 
central  office,  its  regional  offices,  Abt  Associates,  and  the 
demonstration  intermediary  to  coordinate  this  transfer  process  in 
order  to  ensure  a  smooth  change  of  intermediary  and  ensure  that 
there  would  be  no  lag  in  Medicare  payments  to  participating 
HHAs. 

B.      Diffloiities  Encountered  in  Recniitiny  HHAs 

Forty-nine  HHAs  signed  agreements  to  participate  in  the  demonstration. 
The  schedule  under  which  these  agencies  have  entered  the  demonstration 
is  displayed  in  Table  2. 

TABLE  2 

START  DATES  OF  HHAs  PARTICIPATING  IN  PHASE  1 


Start  Date 

October  1,  1990 
November  1,  1990 
December  1,  1990 
January  1,  1991 
February  1,  1991 
March  1,  1991 
April  1,  1991 
May  1,  1991 
June  1,  1991 
July  1,  1991 
September  1,  1991 
October  1,  1991 


Number  Of  HHAs  Entering 
The  Demonstration 


TOTAL  HHAs 


49 
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Because  the  initial  results  indicated  that  we  might  not  achieve  our  desired 
sample  sizes  by  agency  type  and  State,  in  the  spring  of  1991  HCFA  took 
the  following  steps  to  intensify  our  recruitment  efforts:  (1)  we  extended 
the  recruitment  of  HHAs  from  June  through  September  to  give  additional 
agencies  (those  HHAs  whose  fiscal  years  end  between  June  30  and 
September  30)  an  opportunity  to  participate;  (2)  we  contacted  agencies 
that  originally  expressed  no  interest  in  participating  (but  whose  fiscal  year 
end  dates  would  still  enable  them  to  enter  the  demonstration  by 
September  30,  1991)  and  asked  them  to  reconsider  their  earlier  decisions; 

(3)  we  contacted  the  State  home  health  associations  (as  well  as  the 
national  home  health  industry  organizations)  in  the  five  States  and 
requested  their  assistance  in  encouraging  HHAs  to  consider  participation; 

(4)  we  described  the  demonstration  and  its  importance  at  mmierous 
national  and  State  meetings  of  HHAs;  (5)  we  focused  greater  recruitment 
efforts  in  the  States  that  have  smaller  numbers  of  participating  agencies; 
and  (6)  we  identified  additional  hospital-based  HHAs  with  fiscal  years 
ending  during  this  period  and  are  devoting  extra  efforts  to  recruit 
hospital-based  agencies.  The  American  Hospital  Association  assisted  in 
this  last  effort  by  disseminating  information  about  the  demonstration  to 
member  hospitals  in  the  five  States  and  encouraging  them  to  consider 
participation. 

The  agency  types  and  geographic  locations  of  participating  HHAs  are 
displayed  in  Table  3.  As  this  table  shows,  despite  the  efforts  described, 


TABLE  3 


PARTICIPATING  HHA  BY  TYPE  AND  STATE  OF  LOCATION 

I  LOCATION  OF  HHA 

TYPE  OF  HHA        j  California    EHorida      Illinois     Mauachusetu     Tens  TOTAL 


URBAN  HHA 

-  Voluntary  and 

private  ix»{iroGt  4  2  -  6  2  14 

-  Proprietaiy  5  4  6  -  11  26 

-  Hospital-baaed  1-1  -  1  3 

RURAL  HHA  -  -  2  -  4  6 

TOTAL  HHA  10  6  9  6  18  49 
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we  had  varying  success  across  different  States  and  agency  types  For 
example,  we  were  able  to  recruit  a  large  number  of  proprietary  HHAs 
and  a  moderate  number  of  voluntary  and  nonprofit  agencies,  but  these 
providers  are  not  evenly  distributed  across  the  five  States.  For  example 
no  voluntary  or  nonprofit  HHAs  in  Illinois  or  proprietary  agencies  in  ' 
Massachusetts  agreed  to  participate,  and  relatively  few  hospital-based 
agencies  agreed  to  participate  in  all  the  States.  These  differential  results 
are  associated  m  part  with  the  number  of  eUgible  HHAs  in  each  State 
and  of  each  type  (e.g.,  there  were  many  more  eUgible  proprietary  HHAs 
than  hospital-based  HHAs,  and  many  more  eligible  agencies  in  Texas 
than  m  other  States).  However,  HHAs'  decisions  about  participation 
were  strongly  influenced  by  other  factors,  such  as  their  financial  status 
the  perceived  amount  of  burden  and  financial  risk,  and  their  own 
disposition  toward  risk.  The  most  frequently  mentioned  reasons  for 
declining  to  participate  can  be  grouped  into  several  general  categories: 

o       Financial:  e.g.,  fear  of  the  financial  risk,  concerns  about  potential 
cost  increases. 


o       Administrative  Burden;  e.g.,  concerns  that  changing  fiscal 

intermediaries,  or  the  additional  paperwork  required  under  the 
demonstration,  would  be  too  burdensome. 

o       Timiny  e.g.,  the  timing  was  inconvenient  due  to  changes  that 
were  occurring  within  the  agency. 

°  An  Organizational  Decision!  the  hospital,  corporate  headquarters, 
or  other  organizational  component  controlling  the  agency  declined 
to  participate. 

Table  4  summarizes  the  reasons  for  nonparticipation  cited  by  the  HHAs 
in  each  State  that  decided  not  to  participate. 


12 


TABLE  4 

PRIMARY  REASONS  FOR  DECLINING  TO  PARTICIPATE 

REASONS  FOR      j  PERCENTAGE  OF  HHAS  CITING  THE  REASON  • 

DECLINING         I  California     Rorida  Illinois      Massachusetts    Texas  TOTAL 

FINANCIAL  13%  42%  38%  27%  20%  26% 
ADMINISTRATIVE 

BURDEN  47%  47%  24%  30%  29%  35% 

TIMING  34%  8%  27%  38%  29%  28% 

ORGANIZATIONAL 
DECISION  6%  3%  11%  5%  22%  11% 

TOTAL  100%        100%  100%  100%         100%  100% 

*    An  individual  HHA  may  have  cited  more  than  one  reason  for  not  participating. 


MONITORING  OF  DEMONSTRATION  OPERATIONS 

HCFA  monitoring  of  the  operations  of  the  demonstration  will  occur  primarily 
through  three  types  of  activities:  fiscal  intermediary  operations;  quality  reviews 
of  participating  HHAs'  patient  records;  and  general  monitoring  activities 
performed  by  HCFA  and  Abt  Associates. 


A.       Fiscal  Intermediary  Activities 


A  single  demonstration  fiscal  intermediary,  Blue  Cross  and  Blue  Shield  of 
South  Carolina,  serves  all  participating  agencies.  Using  a  single 
intermediary  to  serve  all  agencies  participating  in  the  demonstration 
avoids  costs  for  modifying  the  current  Medicare  claims  processing  and 
payment  procedures  at  multiple  intermediaries,  ensures  that  the  specific 
details  of  the  prospective  payment  methods  are  applied  consistently  to  all 
participating  HHAs,  and  facilitates  the  evaluation  by  holding  constant  the 
intermediary's  medical  review  policies  and  practices.  During  the 
demonstration,  Blue  Cross  of  South  Carolina  will  continue  to  pay 
providers,  audit  and  settle  Medicare  cost  reports,  apply  medical  necessity 
and  utilization  guidelines  to  bills  submitted  by  the  demonstration  agencies, 
and  pay  or  deny  claims  based  on  these  guidelines.  Blue  Cross  also  will 
assist  in  the  evaluation  of  the  demonstration  by  supplying  important  data 
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to  the  evaluation  contractor  concerning  participating  HHAs'  Medicare 
covered  and  noncovered  services  and  costs.  While  the  major 
responsibilities  of  the  intermediary  will  remain  unchanged,  some 
modifications  in  internal  processing  procedures  are  required  to 
accommodate  specific  aspects  of  the  payment  methods.  We  have 
attempted  to  avoid  procedural  changes  that  might  modify  provider 
behavior  and  to  minimize  the  amount  of  disruption  to  both  HHAs  and  the 
intermediary. 

Requiring  HHAs  in  the  demonstration  to  switch  from  their  current  fiscal 
intermediary  to  a  demonstration  intermediary  creates  concerns  that 
demonstration  outcomes  will  be  affected  by  differences  in  the 
demonstration  intermediary's  coverage  determination,  claims  processing, 
and  payment  procedures.  This  requirement,  however,  is  necessary 
because  of  the  complexity,  high  costs,  and  potential  for  inconsistent 
application  of  the  demonstration  protocols  that  would  be  associated  with 
implementing  the  prospective  payment  methods  at  multiple  intermediaries. 
By  studying  outcomes  of  the  control  group  HHAs  before  and  after  they 
change  intermediaries,  the  project  evaluator  can  explore  the  extent  to 
which  this  change  has  influenced  the  demonstration  results. 

B.       Quality  Reviews 

The  demonstration  design  includes  a  quality  review  component  designed 
to  accomplish  two  goals:  (1)  provide  the  evaluation  contractor  with  data 
concerning  the  effects  of  prospective  payment  on  quality  of  care  and 
appropriateness  of  service;  and  (2)  inform  HCFA  if  any  patients  served  by 
the  demonstration's  HHAs  are  adversely  affected  or  denied  necessary 
services  as  a  result  of  the  demonstration.  The  quality  assessment 
methodology  for  the  demonstration  was  developed  by  HCFA  and  Abt 
Associates  staff  and  incorporates  state  of  the  art  measures  of  home  health 
quality,  including  structure,  process  and  outcome  measures."  This 
methodology  was  based  on  current  HCFA  program  operations  and  recent 
research  activities  related  to  the  measurement  of  quality  of  home  health 
care.  To  carry  out  the  quality  assessment  plan,  in  September  1991, 
HCFA  awarded  a  contract  to  New  England  Research  Institute,  Inc.,  to 
perform  reviews  of  a  sample  of  the  patient  records  of  participating  HHAs. 
If  these  reviews  indicate  that  any  participating  agency  is  failing  to  provide 


'  The  quality  assessment  plan  is  described  in  Cella  and  Goldberg,  Home  Health 
Agency  Prospective  Payment  Demonstration:  Qualitv  Assurance  Plan  for  Phase  1. 
April  1991. 
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necessary  and  appropriate  home  health  care  to  its  Medicare  patients, 
HCFA  will  ensure  that  steps  are  taken  to  correct  the  problem. 

C      Other  Project  Monitoring  Activities 

In  addition  to  these  activities,  HCFA  and  its  implementation  contractor, 
Abt  Associates,  will  carry  out  other  ongoing  data  collection  and  reporting 
to  provide  data  needed  for  rate  adjustments  and  monitor  service 
utilization  and  expenditure  patterns.  HCFA  and  Abt  will  be  collecting 
data  and  monitoring  site  operations  through  monthly  telephone  contacts 
and  periodically  by  mail.  Requests  will  be  made  for  updates  to  agency 
baseline  data,  most  recent  Medicare  cost  reports,  financial  statements,  and 
data  related  to  their  patient  mix  and  services.  Since  the  fiscal 
intermediary,  quality  review  contractor,  and  evaluation  contractor  also  will 
be  collecting  data  as  part  of  their  own  responsibiUties,  information  will  be 
shared  by  the  various  contractors  where  appropriate  to  avoid  duplication 
of  effort  and  confusion. 

V.       EVALUATION  PLANS' 

In  September  1990,  HCFA  awarded  a  contract  to  Mathematica  Policy  Research, 
Inc.,  to  perform  an  independent  evaluation  of  Phase  1  of  the  demonstration. 
This  evaluation  will  provide  information  about  the  effects  of  the  per-visit 
prospective  payment  method,  suggest  changes  that  would  be  appropriate  in  any 
national  HHA  prospective  payment  system,  and  propose  refinements  to  our 
plans  for  Phase  2  based  on  information  gathered  during  the  first  year  of  Phase  1. 

The  incentive  to  reduce  costs  under  the  per-visit  prospective  payment  method 
can  lead  to  a  variety  of  responses  by  participating  HHAs.  Agencies  may  change 
the  mix  and  number  of  staff  employed,  cut  administrative  overhead,  set  or  raise 
productivity  standards,  monitor  the  length  and  content  of  visits  to  eliminate  or 
shorten  long  visits,  retrain  staff  to  accomplish  tasks  more  efficiently,  change  the 
scale  of  their  operations  to  reap  economies  of  scale,  or  add  or  delete  services  to 
benefit  from  economies  of  scope.  If  agencies  are  able  to  reduce  their  costs 
below  the  per-visit  payments,  another  incentive  would  be  to  increase  the  number 
of  visits  provided,  since  each  visit  would  generate  additional  net  revenue.  This 
increase  might  apply  to  either  the  number  of  visits  per  patient  served  or  to  the 
number  of  patients. 


■  The  description  of  the  evaluation  design  set  out  in  this  section  is  based  on  Brown 
et  al..  Evaluation  of  the  Home  Health  Agency  Prospective  Payment  Demonstration: 
Design  Report.  February  1991. 


\  1   ■  • 
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While  reducing  the  costs  of  home  health  services  is  a  primary  goal  for 
prospective  rate-setting,  patients  may  be  adversely  affected  by  actions  taken  i 
response  to  these  incentives  to  reduce  costs  if  the  quality  of  care  or  access  to 
care  are  reduced. 


Given  these  incentives,  many  hypotheses  and  issues  must  be  addressed  about  the 
effect  of  prospectively  set  per-visit  rates  on  the  behavior  and  experiences  of 
participating  HHAs  and  their  patients.  The  central  questions  to  be  addressed  by 
the  evaluation  are: 


0       Does  a  prospectively  established  per-visit  rate  prompt  agencies  to  lower 
costs  to  a  level  below  what  those  costs  would  have  been  under 
conventional  Medicare  reimbursement?  To  what  extent  are  changes  in 
cost  due  to  changes  in  the  types  of  patients  seen  rather  than  to  changes  in 
the  efficiency  of  agencies? 

o       What  are  the  impacts  of  prospective  rate-setting  on  the  quality  and 
appropriateness  of  home  care  services? 

o       Do  the  prospective  rates  change  the  volume  or  mix  of  home  care  services 
supplied? 

o       What  are  the  impacts  of  prospective  rate-setting  on  the  selection  and 
retention  of  patients? 

o       What  are  the  indirect  effects  of  prospective  rate  setting  on  the 
administrative  procedures  and  costs  of  participating  agencies  and 
Medicare? 


o       What  management,  financial,  and  organizational  mechanisms  do  agencies 
use  to  effect  changes  in  service  use  and  expenditures? 

o       Do  the  answers  to  the  preceding  issues  differ  for  patients  with  certain 
characteristics? 

o  What  are  the  implications  of  the  demonstration  results  for  the  objectives 
and  design  of  a  national  prospective  rate-setting  system  for  home  health 
care 


Another  major  issue  to  be  addressed  in  the  evaluation  is  the  relationship 
between  the  characteristics  of  home  health  patients  and  their  need  for  home 
health  care.  Analyses  related  to  this  important  issue  will  enhance  our 
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understanding  of  the  factors  that  influence  home  health  resource  use  and  will 
form  the  basis  for  development  of  a  case-mix  measure  that  can  be  used  to  adjust 
the  per-episode  payments  for  differences  in  the  severity  of  cases  during  Phase  2. 
Our  research  design  and  evaluation  plan  for  Phase  1  of  the  demonstration 
include  collection  and  analysis  of  data  on  a  broad  range  of  variables  not 
previously  available  on  home  health  patients  (e.g.,  patient  demographics,  health 
and  functional  status,  treatment  needs,  cognitive  status,  prognosis,  and  informal 
caregiver  arrangements)  to  assess  their  utility  in  predicting  home  health  service 
costs.  Several  alternative  statistical  procedures  (e.g.,  discriminant  analysis  and 
classification  methodologies  such  as  AUTOGRP  and  CART)  will  be  used  to 
analyze  the  length,  intensity,  and  service  patterns  of  the  home  health  episodes, 
develop  case-mix  groupings,  and  establish  a  case-mix  adjustor  for  Phase  2. 

In  addition  to  these  primary  issues,  many  subsidiary  and  supporting  issues  must 
be  addressed  to  provide  a  more  complete  understanding  of  the  impacts  of 
prospective  payment  on  providers,  patients,  and  the  Medicare  program.  To 
evaluate  these  primary  and  subsidiary  issues,  the  evaluation  will  use  three  basic 
approaches: 

1.  Statistical  estimation  of  program  impacts,  exploiting  the  experimental 
design  of  the  demonstration  (i.e.,  HHAs  are  randomly  assigned  to 
treatment  and  control  groups)  and  the  availability  of  data  for  multiple 
years. 

2.  Process  analysis,  based  on  qualitative  data  that  explore  operational  issues 
and  explain  why  the  experience  of  some  HHAs  differs  from  that  of  other 
agencies. 

3.  Modeling  of  the  relationship  between  client  characteristics  and  home 
health  resource  use. 

Table  5  summarizes  how  the  evaluation  contractor  will  use  these  three  basic 
approaches  to  investigate  the  issues  described  earlier. 

The  combination  of  these  approaches  should  yield  not  only  unbiased  estimates  of 
the  impacts  of  the  per-visit  payment  method  on  costs,  utilization,  and  quality  of 
care,  but  also  insights  into  the  specific  changes  that  HHAs  must  make  in  order 
to  hold  down  their  costs,  as  well  as  the  characteristics  of  agencies  that  are  most 
likely  to  be  able  to  make  such  changes.  Together,  these  analyses  will  enable  us 
to  project  the  likely  influence  of  prospectively  set  per-visit  rates  if  implemented 
nationwide  under  the  Medicare  program. 
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TABLE  5 

SUBSTANTIVE  AREAS  TO  BE  ADDRESSED  BY  THE  EVALUATION 


Impact  Analysis 

-Cost  per  visit 

-Utilization  of  home  health  services 
-Claims  denial  rates  and  appeals 
-Use  of  and  expenditures  for  other 
(non-home  health)  Medicare  services 
-Agency  costs  and  revenues 
-Patient  out-of-pocket  costs 
-Patient  seleaion  and  retention 
-Quality  of  care 


Process  Analysis 

-Agency  nonparticipation 

-Administrative  costs 

-Agency  procedures  and  operations 

Patient  Classiflcaaon 

-Relationships  between  patient 
charaaeristics  and  service  use 
-Case-mix  adjusters  for  the  per-episode  method 


HCFA  plans  to  award  a  separate  contract  to  evaluate  Phase  2  of  the 
demonstration  after  the  final  design  of  the  per-episode  method  and  our 
implementation  schedule  for  Phase  2  are  firmly  established. 

CONCLUSIONS 

In  response  to  the  mandate  in  section  4027  of  P.L.  100-203,  HCFA  and  its 
contractors  involved  in  this  demonstration  (Abt  Associates,  Blue  Cross  of  South 
Carolina,  and  Mathematica  Policy  Research,  Inc.)  have  devoted  considerable 
resources  during  1990  and  1991  to  the  implementation  of  the  HHA  Prospective 
Payment  Demonstration.  After  a  substantial  recruitment  effort.  Phase  1  of  the 
demonstration  successfully  commenced  operations  on  October  1,  1990.  Although 
we  were  unable  to  achieve  our  goal  of  recruiting  a  total  of  67  HHAs  to 
voluntarily  participate  in  Phase  1  despite  intensive  recruitment  efforts,  49  HHAs 
signed  participation  agreements  and  underwent  a  smooth  transition  into  the 
demonstration. 

We  will  continue  our  development  of  the  evaluation  strategy  for  Phase  1, 
including  plans  to  refine  our  proposed  design  of  a  per-episode  prospective 
payment  method  to  be  tested  in  the  demonstration's  second  phase.  The 
comprehensive  data  being  collected  during  the  first  phase  will  be  valuable  for 
refining  the  per-episode  payment  methodology,  exploring  possible  case-mix 
classification  systems  for  home  health  patients,  and  providing  a  better 
understanding  of  HHAs'  behavior  under  prospective  payment  systems. 
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